1

Executive Summary
The G20 Challenge on Inclusive Business Innovation sought to recognize businesses with innovative, scalable, replicable and commercially viable ways of reaching lowincome people in developing countries (box 1). The 15 winners of the G20 Challenge show how the private sector contributes to development through inclusive business models.
By integrating the base of the pyramid in the value chain, inclusive business models help underserved populations become market players and give them access to basic goods and services and livelihood opportunities. Inclusive business models respond to market demand. They are driven by profits and financially sustainable. Companies with inclusive business models make no tradeoffs between integrating the base of the pyramid in the value chain and making profits.
Until recently the literature on inclusive business has focused on social entrepreneurs, which tend to run smaller companies and are often startups. But the focus is shifting to more established companies with inclusive business because they provide innovative solutions that sustainably reach many people at the base of the pyramid. Showcasing these homegrown businesses-generally in medium-size and large domestic companies-was the goal of the G20 Challenge.
This note first analyzes survey answers from the G20 Challenge applicants on the regulatory obstacles they face in their businesses. It then summarizes how public policy can support business models that include people at the base of the pyramid as producers or suppliers (focusing on agriculture) and as customers (focusing on affordable housing, health, education and basic financial services). These sectors were chosen because most applicants from the G20 Challenge operate in one of them.
Finally, the note offers recommendations on how governments, development finance institutions and donors can support companies with inclusive business models.
Government can support inclusive business models and the policy environment for them by:
• Supporting public goods and investments in basic infrastructure such as roads, telecommunications and electricity. In some cases more active support is needed, such as for early market entrants. This support should be targeted and minimize market distortions.
• Improving the business environment by reforming regulation, reducing bureaucracy and engaging in public-private dialogue. Such efforts might require rethinking policies that are well intended but stifle innovation.
• Reviewing sector-specific hurdles to inclusive business models and learning from other countries.
• Collecting and disseminating reliable data. Government can help identify research on base of the pyramid markets that can lead to more companies reaching the base or expanding opportunities for companies working in these markets.
• Increasing access to finance throughout the value chain-identified as a priority in responses from G20 Challenge applicants.
BOP -The base of the pyramid are people living on less than $8 a day in purchasing power parity (PPP) terms or who lack access to basic goods and services.
Box 1: G20 ChAllenGe on InClusIve BusIness InnovAtIon
The G20 Challenge on Inclusive Business Innovation was a global competition seeking to recognize businesses with innovative, scalable, replicable and commercially viable ways of reaching low-income people in developing countries. The competition was launched during the G20 Summit in Cannes, France, in November 2011.
Between November 2011 and February 2012, 167 applications were received from businesses in 72 countries. Judges chose 15 winners, announced during the G20 Summit in Los Cabos, Mexico, in June 2012. Winners were selected based on their financial sustainability, development results, innovation, potential for growth and social and environmental sustainability.
Source: http://www.g20challenge.com.
Development finance institutions and donors can support inclusive business models and the policy environment for them by:
• Using global or regional knowledge to facilitate knowledge transfers and share best practices.
• Helping governments create and implement policies conducive to inclusive business, based on policies in other countries that can be adapted to different contexts.
• Bringing together private, public and nongovernmental partners to foster value chain development for inclusive business models.
• Building capacity to ensure that inclusive business models are commercially viable, environmentally and socially sustainable, and replicable. Donors can build capacity through technical assistance or funding, including matching grants.
• Providing financing for pilot initiatives in companies with inclusive business models, enabling donors to help companies better understand the base of the pyramid.
• Financing companies with inclusive business models with loans or equity from development finance institutions.
Why thIs note?
This policy note has 2 goals. First, to assess whether inclusive business models face specific regulatory hurdles. Second, to recommend policies that create a business environment conducive to inclusive business.
Little research has been conducted on the first goal. This note analyzes survey answers from companies that applied to the G20 Challenge. These companies were asked to rank regulatory obstacles and explain whether these obstacles created significant hurdles to their ability to serve the base of the pyramid. On the second goal, this note highlights policy recommendations for governments, development finance institutions and donors. It also includes policy measures specific to countries and contexts. Some policy measures address regulatory hurdles for inclusive business models. Others support inclusive business models by providing incentives when needed.
The first section analyzes survey answers from the 167 applicants for the G20 Challenge. The starting point was to listen to businesses-a logical place to begin when seeking to improve the business environment.
The second section describes policy measures for business models that include the base of the pyramid as producers or suppliers, focusing on agriculture. Businesses that source from small farmers have inclusive business models because they integrate farmers in their value chains. Small farmers are often considered base of the pyramid if their income is low or they lack basic goods or services.
The third section describes policy measures for business models that include the base of the pyramid as customers-particularly models that provide affordable housing, health, education and basic financial services. In many countries basic services are still mainly provided by the public sector or recently privatized companies-and more stringent regulations often apply. This section describes regulations and policies that affect inclusive business models in these sectors. The G20 Challenge defined inclusive business as a private sector approach to providing goods, services, and livelihoods on a commercially viable basis, either at scale or scalable, to people at the base of the pyramid by making them part of the value chain of companies' core business as suppliers, distributors, retailers, or customers. 
WInners oF the G20 ChAllenGe
The G20 Challenge sought to recognize inclusive business models that stand out for their financial sustainability, development results, innovation, potential for growth and social and environment sustainability.
The most innovative models are the result of creativity and business discipline that 
Obstacles for companies with inclusive business models
About 90% of the 167 applicants said that access to finance was one of the main obstacles to their businesses. It was considered the biggest obstacle by 36% of the firms surveyed.
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About half added other obstacles and ranked them as significant. Among the most common were poor infrastructure and lack of qualified labor.
3 Followed by obtaining permits (listed by 13% of applicants as the biggest hurdle) and tariffs and taxes (9%). Intellectual property protection, labor regulations and debt recovery were listed as constraints, but were usually ranked as less significant constraints.
Box 3: QuestIons FroM the G20 ChAllenGe APPlICAtIon ForM
QuestiOn 1: Please order the obstacles below that create a hurdle to your business, using a 1-8 scale based on how much of a hurdle the obstacle represents to your business. "1" represents the biggest hurdle to your business, while "8" represents a less serious constraint. Please feel free to add and order obstacle(s) in the spaces provided:
Tariffs and taxes (VAT or equivalent, corporate income tax, other taxes)
Obtaining required permits
Labor regulations
Access to finance Debt recovery through courts (judicial action)
Intellectual property protection Other:
Other:
QuestiOn 2: Do any of these obstacles create a significant hurdle to your ability to include the BOP in your value chain, either as suppliers, distributors, retailers, or customers?
Yes No
If you answered yes, please explain how these obstacles are specific to your inclusive business model:
QuestiOn 3: Is there a government program or are there special government incentives (e.g., tax breaks, subsidies to your business or to your customers such as low rate mortgages to low-income people, low interest loans for agricultural improvements, low energy tariffs for low-income people, etc.) that support your inclusive business model?
If you answered yes, please briefly describe the program or the incentives and their importance to your inclusive business model.
Obstacles creating biggest hurdle to inclusive business
Tariffs and taxes 9% Obtaining required permits 13%
Labor regulations 5%
Access to finance 36% None 18%
Other 12%
Intellectual property protection 4%
Debt recovery through courts (judicial action) 3%
Are the obstacles specific to inclusive business models?
Just under half of the applicants indicated that the obstacles they selected or added undermine their ability to include the base of the pyramid in their value chains. Slightly more than half indicated that the obstacles might be significant but do not represent hurdles to their ability to include the base of the pyramid in their value chains.
Among the 78 businesses that said regulatory obstacles affect their ability to include the base of the pyramid in their value chains, half operate in agriculture and half in the other sectors surveyed, including retail, housing, health and education. Of the latter, 32 said that access to finance has the biggest effect on their ability to break even, achieve scale and reach more individuals at the base of the pyramid.
Some survey answers on access to finance were sector specific and mentioned regulation. For agriculture, restrictions on long-term loans do not always match the needs of farming production. Most responses did not explain whether access to finance is an issue because banks systematically exclude them or the businesses are not sustainable to qualify for commercial financing. But several applicants said that high interest rates and collateral requirements make it difficult to increase profits, sell to the base of the pyramid and provide credit.
Some applicants referred to the need to increase access to finance for customers at the base of the pyramid-for example, by making microfinance more widely available or by not being stuck in the "missing middle" between small loans provided by microfinance institutions and larger loans provided by more formal financial institutions. One respondent refers to banks as perceiving the base of the pyramid market as being more risky.
Although most G20 Challenge applicants had received commercial financing, their responses suggest that access to finance is a priority area for inclusive business models because:
• Lenders lack sufficient information on borrower creditworthiness.
• Lenders consider inclusive businesses riskier.
• The business case of some borrowers with an inclusive business model is not strong enough to qualify for commercial financing.
The following sections describe measures that can help address these factors. 
CreAtInG reGulAtIons For InClusIve AGrIBusInesses
Developing policies to support inclusive agribusinesses in areas, including rural communities. 9 In Ghana ICT made the production of cashews more productive through "virtual cooperatives." During a pilot in 2011, about 400 small farmers used the software to access market information and sell their products. More than 100 tons of raw cashews have been traded through the system.
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Removing obstacles for inclusive agribusinesses
Governments can remove regulation that limits the ability of small farmers to earn more. One example is Kenya's Coffee Act, which only allows contracts between farmers and buyers to last a year. 11 As a result, banks and traders are reticent to extend financing terms for more than a year because they cannot manage the risks.
Another example is regulation requiring farmers to sell produce at wholesale markets at particular times and conditions. rural households. Alliances submit proposals to ministries of agriculture, which determine who will receive managerial advice, capital and basic infrastructure. 15 Governments work with local buyers to determine what supplies they need. Based on those needs, they offer extension services.
Financing to small farmers
Small farmers face significant limitations in accessing finance.
For example, nearly a third of small farmers in India do not have credit accounts with formal financial institutions.
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In Africa agriculture accounts for an average of 30% of economies but only 5% of bank lending. 17 Globally, production finance can significantly affect farm incomes-farms operate at just 40% productivity.
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Private commercial banks (which have been replacing stateowned agricultural banks) are often hesitant to lend to small farmers because they consider them and agricultural companies working with them risky. Institutions that provide financing to small farmers do not always have the expertise to tailor instruments to their needs. 19 Inclusive agribusinesses often provide financing to small farmers so that farmers can invest in irrigation, fertilizer, higher-quality seeds, processing equipment and replanting supplies.
Governments can improve access to finance for small farmers.
Warehouse financing is a lending technique that provides access to financing secured by supplies in a warehouse. 
AFFordABle housInG
Buying a house is a large investment-especially for people at the base of the pyramid. By 2030 the number of slum dwellers in the developing world will double to 2 billion people.
According to an estimate accepted by India's National Housing Bank, the country needs nearly 25 million units of urban housing: potentially a $250 billion opportunity. Households earning between $1,000 and $3,400 per month can apply for low-interest loans.
• South Africa aspires to provide housing for all, achieve access to land tenure and eliminate slums by 2015.
Since 1994 the government has implemented measures to provide adequate housing, including subsidies. Despite the recognition of business opportunities at the base of the pyramid, some companies are hesitant due to perceived risks or barriers or lack of understanding.
Governments, development finance institutions and donors each play a distinct role in encouraging companies to enable them to do what they do best: identifying and implementing innovative business models. This section describes how-through coordinated efforts-these entities can support inclusive business models.
roles For GovernMents
Provide public goods and services and basic infrastructure
Government support for inclusive business models should focus on public goods and basic infrastructure such as roads, telecommunications and electricity. The private sector can provide "last mile infrastructure" bringing power or clean water to poor and often remote communities. 42 Government subsidies are sometimes needed to encourage early entrants, but they should be targeted and minimize market distortions (box 4).
Research priorities
Businesses in many countries lack market information on the base of the pyramid.
By collecting and disseminating such household surveys, governments can provide valuable information to the public, including companies with inclusive business models.
improve the business environment
Companies with inclusive business models are driven by profit-and do not make tradeoffs between profits and integrating the base of the pyramid in their value chains.
This differentiates inclusive business models from those often referred to as social entrepreneurs. Because inclusive business models are commercial, government support should be framed as a business growth strategy that leverages market mechanisms rather than as a development strategy. Best practices focus on moving subsidies as close as possible to intended beneficiaries, as with conditional cash transfers or differentiated user tariffs. When subsidies cannot be delivered directly to intended beneficiaries or it is too costly to do so, they can be provided through intermediaries. In such cases the subsidy is often tied to delivery of the service.
Source: IFC staff.
inclusive business models. Improving the business environment may involve rethinking well-intended policies (such as to protect consumers) that might unintentionally stifle innovation in inclusive business models. Laws protecting intellectual property are especially important for encouraging innovation. Mechanisms and institutions should also register and enforce intellectual property rights.
When improving the business environment, special attention may be given to measures that can increase access to finance. Several G20 Challenge applicants indicated that access to finance is a problem because of collateral requirements.
Policies can help banks assess the creditworthiness of potential borrowers (box 5).
roles For develoPMent FInAnCe InstItutIons And donors
Development finance institutions and donors can support inclusive business models and policies in many ways. They can use their global or regional knowledge to facilitate knowledge transfer and share best practices. First, by sharing information on companies with inclusive business models and how they have overcome challenges.
Second, they can help partner governments create and implement policies conducive to inclusive business based on policies in other countries.
Donor countries, looking to help improve the policy environment for inclusive business in partner countries, can bring together private, public and relevant nongovernmental partners to foster value chain development for inclusive business models. They can provide capacity building to inclusive business models through technical assistance or grant funding, including matching grants. In addition, donors can provide financial support for pilot initiatives to better understand base of the pyramid markets in companies with an inclusive business model.
Development finance institutions can provide financing through loans or equity and build capacity for companies with inclusive business models. They can also support companies with inclusive business models that provide capacity building by training base of the pyramid suppliers on technical issues or on governance, organization, business management or financial skills.
Box 5. PolICy reCoMMendAtIons For GovernMents lookInG to IMProve ACCess to FInAnCe
Based on a cross-country comparison of regulations on access to finance, recommendations to improve it include setting up credit bureaus and collateral registries and updating laws on secured transactions. When tailored to country needs, some of these recommendations can be used to target businesses that integrate the base of the pyramid in the value chain.
Credit bureaus provide information on borrowers' credit historiessometimes including information from nonfinancial institutions such as utilities and retailers. The information is not a substitute for risk analysis, but it can help banks better assess risk. As the base of the pyramid builds credit histories, banks may be more willing to lend to businesses with customers at the base of the pyramid.
Only 54 of 183 countries have credit bureaus that provide information from nonfinancial institutions. Credit bureaus that give information on payments to utilities and retailers help those without bank loans, credit cards or bank accounts build credit histories.
Access to finance can also be improved where laws allow and banks accept movable assets as collateral. Today 68 of 183 countries have centralized collateral registries for movable assets such as receivables, inventory or crops. Collateral registries provide information on whether assets are already subject to the security rights of other creditors. 
